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HEHORAKDOH FDR TBS PRESIDES! 
Subject t Staley Report on Viet-Baa 



Dr. Eugem Staley and his Spocial Financial Group want to Viet-Ham at 
your request, as a result of Vice Pro aidant Johnson *s visit to Saigon, to 
how tba Vietnamese can increase their defense contribution and to 
bo ^Ttw recommendations on the nature and financial implications of our own 
assistance program. They have now ratumsd with the enclosed report which 
was worked out with the Vietnamese. This report is based on the assumption 
that, with MAP support, tha regular Viotnsmase armed forces will be 
increased to 200,000 by December 31, 1962. The need for such an increase 
was confirmed to ua on July 2 6 by Deputy Secretary Gilpatric with the con- 
currence of Secretary HcSamara, Mr, Gilpatric added that in military terms 
tl» defense of Viet-Haa is our most important require sent in tha Far East. 

Report Bocongg ndat ions t 

The report reco gni zes that military-internal security roquironsnta 
must hare first call on available resources, and that success of tha 
ailitaiy-eacurity program will in large nsaeure dspend upon the speed and 
effectiveness of accompanying emergency economic and social measures, and 
will be furthsr increasad by the expansion of longs r-rango davalopaanfc 


ID 


Tba report calls for a supploraentary short-range economic impact 
program to strengthen popular support for the government, and for a longsr- 
ranga development program aiming at a s»lf -sustaining economy. ICA is 
ready to start translating these programs into cone rata tarms. Cooperation 
from tba Vistnaiass®, not always forthcoming in the past, is of course an _ 
eessntial factor. Tba report also includes tha ostahlisfess nt of I ? arallsl 
CS-VleinaiES 63 Committees to improve the execution of military and economic 

programs. 

Costs of Egeoncsndationgt 

Tbs following table in millions of dollars shows what wo planned for 
VI®t-Haa for FI 1962, and what tha unscreened proposals in the report would 
require in the way of additional resources. 
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Ds^alopx^nt Grant# 


Dcrolopmeni Loans 
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13.5 
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20 y 


6.5 


20-72) 


Total 




85.5 6/ 62.5-116.5 318-372 


l/Toto fineries d out of HAP requested of Congress which incluosd additional 
ucp ro gr cian:~ d funds for SEA of $36 million. 

2 y^ 5 ^ist*iisi 2 aso balieve thsy used $169 million of connao&ity iisport assistant 
from tin OS in FT 1962, (and $193 ^ ^3). R» $7l* million figura 

hare is darivod by subtracting tho presently proposed $95 million from 
$169 million. Thsra is no rocoiEGsnded figure in the Eoport, which make# 
no sstiaat© for this category* 

yft&S would raise tha pressntly proposed $95 million to last yoar f e lsvzl of 
$Uh.$ million. 

U/(ioasits9nt figure for lfi months. 

%J*io detors&iBd on basis of loan application!*. 

Stalay Ssport speaks of $85.5 million because, ns indicated in footnote 
no figure is recomas ndsd for coiKaodity imports. 
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Furthermore, th. Viotnsoss© aotisatc that th» Report would involve an 
expenditure over 18 months by tha Govarmsant of Viet-Ham of 6,500 mill ion 
pit store above normal expenditures. Ti» Vietnacaee Government haa depended 
teavily on the sale of commodities, under the U.S. -procured conraoditiea 
import program, to provide it with about o no— third of the piasters needed 
to cover its piaster expenditure requirements. 


As a result of the Staley Mission the Vietnamese, in order to increase 
plaster income, would increase tax collections, borrow from their Central 
Bank, float a bond isaus, and adopt a more realistic rate of eschange_in 
order to get more piasters from the U.S. financed commodity import program. 

In the past, the piaster yield from this program has been significantly 
lowar than tte yield from otter imports because of ths application of the 
lower rate. 

4 

The report itself recognised that ite programs and cost estimates are 
•subject to further study to determine technical feasibility and precise 
amounts.* 
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Probable Coat to the D.S. of Pro gram t 

The preceding table Indicates that ths total Stabs y program prorated to 
a fiscal year basis could cost as much as *116.5 million ov®r the currently 
proposed FI 1962 program, if Vietnamese estimates of the commodity import 
program;, wbi® valid. t?a do cot bsliev® that in FI 1962 va will bs callad 
upon to commit anywhere nsar this amount of additional funds i Cl) Ths 
additional military forces will not ba cailod up until tha present 20,000 
expansion is completed toward ths end of 1961} (2) Tbs Vietnam?; es estimate 
of the cocaodity import program is high in ths light of tha applicable 
criteria in tha report} (l) The Emergency Economic and Social Program 
eannot gst undsr way ioEadiataly, so it nay be assumnd that at most only 
about half the eighteen month figure of $ 13-5 mill ion need be committed in 
PI 1962. 

In FT 1962 wa estimate, therefore, that ths re may be an additional coot 
for tte economic grant program®, as distinct ifrom ths military ores, of $10 
Billion to $30 million ■: — - though we must be prepared to meet the latter 

figure. This would ba cocpritad of Cevalopmsnt Grants end of commodity 
imports under Supporting Assistance particularly if, as' eesras likely, 

Vlflt-Saa’B exports do not corns up to earliar expectations . 

• * 

In addition ths re vould bo coed to meko 6012 & consnitrontCj perheps 
icuch a 8 $lf> million, for loE£8r~rango programs, Those, hotsaTOr, could be 

doralopasut loans. 

✓ 

For FT I 963 additional costs would bo included as part of ths regular 
program. 
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Oar Posltiom 

The Special Financial Groups cons Ida red the problem of financing the 
additional troops required to bring the Vietnamese Arsed Forces to the 
200,000 lcxal and to the level of 278,000 proposed by President Diem. The 
effect of the resultant withdraws!! of manpower from the civilian economy 
was previously studied separately by OSCM. Thoir findings were that there 
would be unfavorable effects cn tho civilian oco noray of ths buildup to 
200,000 but that ihay would be bearable in view of the critical security 
situation in Viot-Hsm. 

Studiss madto by ths Chief, MAAG, Gnd ocdorssd by the Department of 
Dafenea, indicate that ths propoesd rate of increase in tha forcas will 
psrait them to b® adequately trainad and used. The planned rate of increase 
is considared tho bast possible in view of existing demands on training 
cantors and otter facilities, and availability of trairsd leaders, both 
officers and HCO, and of individual equipmant. 

The required officers for ths 50,000 increase would bs supplied byi 

a. Doubling the annual output of militazy schools during 1962. 

b. Promotion of qualified coc-coianisaiorud off iesra to offieor status, 

i c. Direct appointment of certain cpocialicts as officers. 

I 

; Tho NGO require rnsnts would bo met by recall of reservists end promotions of 

qualified criLiatod men, 

i The use to which ths additional ineresvsnt of 30,000 will bo put ia 

! being carefully studied. It is proposed that ths 30,000 increment fora 

! principally two additional divisions. It would also provicb two pack 

j arhilloxy battalions (75^)# thres battalion equivalents of ©nglnosra, three 

i military hospitals, signal units to improva communications, aiceallaneoua 

• logistics units totalling approx imatoly 3^00 Jusn, navy units including tboea 

for ths Junk Porra totalling 1126 man, and an increase in Karina Corps by 

2o3U ms a. Tho specific organisation of tho divisions ie based on dstailsd 

Joint US-CEH study of ths requirements of tho terrain and threat in ¥iet-£as. 

Ths divisions consist of tte most suitable units for addition to tha 

existing force structure and for employes nt in connection wit h a phased 

gaogr&phic strategic plan to eliminate counts r^insurg-ancy and/or respond to 

| overt attack. There will bo future adjustaaont of tha list of proposed 

! units on tho basis of continuing aseesstseni of tbD situation in Yiot-*5*sn 

i £jid further discussions uifch Vistncmcec officials* 

» 

j Ths 30 ; 0 CXD increment cannot bo called into service until the previously 

! authorised Increase of 20,000 has besn completed in Dacembor, 1961. Tha 

! 30,000 increase would bs accomplished during 1962. 
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I believe ths Staley report gives ue an excellent pro gran on which to 
strengthen Vietnamese security and improve Dion's and hi* Government's 
popular support- A draft of e message from you to President Dion is 
Included fbr your review, and signature in th® enclosed tale gran. The 
Esesaga sets out far President Diem our views on the program and our 
willingness to proccsi without undertaking any specific financial commit- 
Bsnt. Howvsr, while no amount is mentioned, the message do os constitute 
• general comaitraant of thB Executive Branch, subject to availability of 
funds, to provide aid to JHet-Nam in this fiscal y»ar and next, to carry 
out the Staley progress. Specific financial coraraitmants would follow upon 
refinensant of costs, using tha mechanica of parallel oorandtteoe . 

It is recognised that Congress has cut aid funds at a tin® when 
additional demands are increasing. Cuts are particularly acute in 
Supporting Assistance ($131 million cut in Senate and $100 million in House) 
and tha Contingency Fund ($200 million cut in each House) from which tha 
bulk of tha VlGt~Sam program and additions thereto will derive. Novortloloos, 
I belie vo that thj critical situation in Southeast Asia warrants priority 
in proceeding with tha program in the report. It will promo ta the internal 
and external security of Viet-Sam. It will strengthen tha Go vs refluent, 
especially in its relations with the rural population. It will bring this 
larger part of the population more securely within tho nation. It will ha2p_ 
Tiet-Has move toward a-ealf-Buotaining economy. Finally, it will demonstrate 

our own solidarity with Southeast Asia. 

• * . - ■ ' • 

I recognise that tha effectiveness of this program will depend in large 
measure upon acceleration of needed political, military and economic re forma 
which the Vietnamese Govt-rzusant has baon clow to undbrtaka in tha past. 

Rocor-t steps forward bold out hope for greeter ape&d in implementing the** 
roforwa, but I as keeping t-fcle problem under constant raviea. 

Tha enclosed telegram also constitutes instructions to Ambassador Rolting 
and Task Force ^.gon in mo ring rapidly toward successful carrying out of this 
program and the larger V3ot~Nam aid program of which it is a part. Tha 
telegram stresses to Amlcssador Solting tha need for his continuing effort* 
to pursuade President Diem to usa tha total O.S. prograa for th» greatest- 
political effect in hie cchioveraont of maximum stature with hie own people 
end with tha world. * 

f 

Sg comsndat ion x 

I recommend you approve tha enclosed draft tfilogram containing a latter 
from you to President Dies which states that wa will join with Vietnam in 
this program, and containing instructions for Embassy Saigoru 

Enclosures: n 

- Telegram 4 - 4 * r-~<rr( 

Staley Hoport 



